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A search fund is typically characterized as being a four-stage process for a young, first-time,
inexperienced post-MBA to acquire a business and ascend into the CEO role. The first stage
entails raising funds to execute a two-year search. This can now be accomplished in weeks or a
few months for top-flight candidates. The second stage is two years spent hunting for a desirable
company to purchase. The third stage is operating the company and pursuing a growth and
equity-value-creation strategy. This period is typically six years.* The final lap is exiting the
business and monetizing the equity value created for the entrepreneur and their investors.

In this four-stage dance, the operating period is the window with the most protracted time frame.
Despite this, most entrepreneurship through acquisition (ETA) literature centers on identifying
and purchasing a company. Search fund conferences buzz with what sectors are in or out, how
to target and woo potential sellers, and how to structure a deal with equity, debt, escrow,
earnouts, and other bells and whistles. While these are all essential elements in the search fund
journey, we think there needs to be much more emphasis on the operating chapter.

Within the search fund operating chapter, we think there is a gap in exploring and discussing the
fundamental role of a CEO —leadership. That is what CEOs do: they lead. But what does that
really mean for a search fund entrepreneur who acquired a company in which they have no
history or domain expertise? How do they lead? What should they do to be a positive and
effective leader? Most ETA CEOs were exposed to various leadership courses and themes in their
MBA programs. It is de rigueur for MBA graduate schools to claim and aspire to prepare students
to thrive as leaders. The Yale School of Management’s mission is “to educate leaders for business
and society.” Tuck’s mission is “to develop wise, decisive leaders who better the world through
business.” We casually reviewed top business schools’ mission statements; the word leader is
nearly universal. Business schools aim to produce impactful leaders. But how does this play out
in the ETA community? Are these aspiring CEOs ready to lead, and do they even know what
leadership is and looks like in a small business?

Leadership is a squishy topic. It is amorphous, qualitative, and hard to define. In preparation for
this note, we asked friends and colleagues (both ETA entrepreneurs and capital providers) to
define leadership and tell us how to be an excellent leader in a small firm. We heard a lot of
buzzwords and a jumble of cliches. We, too, struggle with crisply articulating what exactly the
leadership role is for the search fund CEO.

Furthermore, when we were CEOs, we felt like leadership imposters. We did not know what we
were doing despite reading scores of books, taking the capstone courses, and constantly
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peppering people with questions in an awkward attempt to discover some magical answer or whether we
were on track. We made more than our fair share of missteps and will sheepishly admit that leadership did
not come naturally to us and that we were initially embarrassingly bad leaders. So, be encouraged; if we can
figure it out, there is hope for everybody, and perhaps this note will make the pathway easier.

We are not leadership experts on the level of the University of Southern California’s Warren Bennis,
Harvard Business School’s John Kotter, Stanford Graduate School of Business’ Jeffrey Pfeffer, Claremont’s
Peter Drucker, or Yale’s Jeffrey Sonnenfeld. We are practitioners who have served as leaders in small
businesses; our aim is to offer tactical and practical guidance on how to be a leader in a small, search fund-
acquired company. Since we are not theoreticians and have no perspective or experience on how to be a
leader in a Fortune 1000-sized organization, we will not discuss those topics.

Leading a small enterprise is quite different from guiding a large corporate behemoth. Small, search fund-
sized firms are often resource constrained, and all the team members might be housed in a single location,
with the CEO knowing everybody. Larger organizations might have far-flung operations and layers of
organizational density. Small-company CEOs are typically face-to-face with their constituents, while titan
CEOs likely communicate through other people or through globally transmitted messaging platforms.
Furthermore, Fortune 1000-like CEOs are likely older and more seasoned after climbing the corporate
ladder for decades. Additionally, they might have been a divisional head for a stint, developing their
leadership chops before ascending to the CEO throne. ETA CEOs do not enjoy such an apprenticeship;
they are thrown into the leadership spotlight with little or no previous training.

In a 2022 McKinsey white paper titled What is leadership? the authors offer this working explanation:
“leadership is a set of behaviors used to help people align their collective direction, to execute strategic plans,
and to continually renew an organization.” Furthermore, the paper elaborates, “leadership is about guiding
and impacting outcomes, enabling groups of people to work together to accomplish what they couldn’t do
working individually. In this sense, leadership is something you do, not something you are.”® If we
decompose the text, several themes emerge. Leadership is getting people to collaborate to achieve something
grander than any one person could do. Leadership is creating results, however those results are measured.
Leadership is an activity, implying that people with leadership titles, like a CEO, can fail to be a leader
despite the label. The title grants them authority, a platform, and power, but not leadership.

Management and leadership guru Simon Sinek states that leadership takes responsibility for lives, not
numbers. As leaders, we can never forget this is about people, people who are relying on leaders for safety
(physical and mental), counting on a paycheck that supports a family, and seeking a place to develop.
Leadership is an awesome responsibility when framed around people and their lives.

We will now offer our narrow definition of leadership as it pertains to an ETA CEO. Leadership establishes a
unifying vision and strategy and fully engages the team to achieve the vision. Leadership is motivating people to
achieve a common future stated goal enthusiastically. Note that the verb achieve highlights the fact that leaders
are deeply engaged in the execution of the vision and are not above participating in the necessary work
streams to facilitate this. Leadership in small businesses is at least partially doing, and CEOs should not see
themselves as being too important for granular tasks, particularly in the earliest years after acquiring a
company. In this case note, we will examine a quintet of concepts relating to leadership as an ETA CEO

(Figure 1).
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Figure 1: This case note will examine five concepts regarding ETA CEO leadership

Why leadership What leadership

is important is not

CEO behaviors Leadership models
to consider

that embody
leadership

Why leadership is important

Leadership is the essential ingredient for search fund CEOs to create long-term value. Unfortunately, search
funds feel more and more like mini leveraged buyouts with quick flips. These short holding periods require
dealmaking skills and speedy repositioning for a rapid, hasty fix. This can generate attractive returns but
omits the opportunity for longer holding periods with even more wealth-creation chances. To hold their
businesses for longer time frames, CEOs need to evolve from dealmakers to leaders. Leadership (sometimes
defined within the broader bucket of professionalizing) is a fundamental component of how CEOs create
long-term value with companies acquired through search funds.

Leadership is what differentiates a transactional deal from an excellent operating entity. We believe that if
more CEOs embraced and developed leadership, they would actually have an opportunity for even greater
wealth accumulation for themselves and their shareholders. Furthermore, well-led companies hum along
and have a smoothness to them that under-led businesses lack. The presence or absence of leadership in a
small business can be felt immediately and palpably. Leadership fills a sustaining role in guiding a
harmonized organization forward and creating value for all constituents (customers, team members,

shareholders).

Human beings are biologically designed to collaborate. When team members feel valued, they become eager
to work with and for each other, and the sense of obligation is replaced with a sense of pride. By contrast,
when we are disconnected from the people we work with, we spend more time focusing on our own needs
than on the needs of others. Leadership is what brings people together to collaborate and flourish.

We would love to see the search fund community focus as much on leadership as it does on acquiring a
company. As we described above, the acquisition, while important in setting the stage and trajectory for the
project, is just a blip of time, while leadership is omnipresent for the very best firms.

We acknowledge that businesses with bulletproof economic models can tolerate weak or absent leadership,
which is an outstanding fact. Every aspiring entrepreneur should shoot for such a business. But even
companies with fantastic models can benefit from engaged leadership to improve them. Unfortunately, the
reality is that most models in the search community are good or very good but not necessarily terrific. These
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are the companies that need and demand vibrant leadership to excel. In other words, when a company is
not invincible, leadership can and will make the difference between achieving mediocrity or prosperity.

In all circumstances, positive leadership cannot hurt a small, emerging search fund business. These
businesses tend to be squirrelly and undermanaged. Robust leadership can often have an immediate and
outsized impact. Although we cannot guarantee that leadership will ensure a palmy outcome, we truly
believe it will at least tilt the odds favorably. Leadership matters and is vitally important in a small firm.

What leadership is not

Sometimes, ETA CEOs misunderstand what leadership is and confuse this essential role with other
functions that, while important, are not leadership. We are not implying that the following examples of
what leadership is not should be jettisoned from the CEO’s calendar; they are actually all quite important,
but they are not examples of leadership in an ETA company. CEOs should absolutely engage in these
activities, but they cannot expect team members to respond to them. Furthermore, they should not embrace
these functions at the expense of genuine leadership roles, which we will examine in the next section. We
will now discuss a sextet of examples highlighting what leadership is not (Figure 2).

Figure 2: Six things leadership is not

@ Leadership is not getting a deal done or one grand initial gesture

@ Leadership is not capital allocation, programmatic acquisitions, or working on capital structure

@ Leadership is not being a manager

@ Leadership is not living in an Excel model or an email program
@ Leadership is not about the CEO’s career or equity value

@ Leadership is not investing time into the ETA ecosystem

01 Leadership is not getting a deal done or one grand initial gesture

Getting a deal done is not leadership. While dealmaking might be a gating event to becoming a CEO,
creating equity value, and garnering investor appreciation, it is not leadership. Unfortunately, many search
fund CEOs view themselves as investors in disguise and emphasize their dealmaking, investment banking,
and private equity mindsets. These are very helpful orientations for expeditious, high-impact results in a
search fund program, but they will not fully engage team members or construct a nucleus for creating a
thriving company in the long term. Aspiring CEOs need to get a deal done to get into the game. However,
that is just the first step in a long leadership passage.

Closing on a target acquisition is a momentous milestone in the search fund trek, and it should be
celebrated, but it is not leadership. The team members of the acquired entity are only experiencing a change
in the boss and not much else initially. Those team members are filled with suspicion, fear, and confusion.
Getting a deal done is an opportunity to begin to exercise leadership muscles, but closing the deal itself
actually creates the first test of leadership —reducing the fear and uncertainty generated by the transaction.
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Similarly, leadership is not all about one grand gesture at the beginning of the CEO’s outing with the new
company, a single speech or event that rallies the team to greatness. Think of the 1970 movie Patton when
actor George C. Scott makes a larger-than-life opening-scene speech in front of a hangar-sized American
flag. Dramatic? Absolutely. Inspirational? For sure. The reality of a small business? Not so much. We wish
it were that theatrical and easy. Leadership in a tiny, search fund-acquired company is a quotidian affair
that is not at all Hollywoodesque. It is assuredly not a one-off rousing speech that sets the course of action
once and for all. Rather, leadership is the thousands of interactions with people over the years that slowly
establish confidence and respect. It builds like a snowball rolling downhill; it does not arrive like a tsunami
in a single, overpowering crescendo.

ETA CEOs must brace themselves for the reality that their leadership odyssey will be slow and grinding,
like climbing a big mountain. We are not suggesting that CEOs skip the annual kickoff speech, but they
need to realize that it is just one small step in ascending to the peak. Instead, they should consider leadership
a daily activity that builds and compounds over time.

02 Leadership is not capital allocation, programmatic acquisitions, or working on capital structure

Leadership is not capital allocation” or any of its associated activities. It is fashionable for ETA CEOs to
pontificate about their desire to be capital allocators and leave the operations of running their businesses to
delegates. We think this is misguided and delve into the topic in our note Check Your Strategy and Capital

Allocation Aspirations. While capital allocation (how a CEO gathers and deploys economic resources) is an

essential CEO skill, it is not really a leadership role. We acknowledge that it might be a value-enhancing
function that delights shareholders and generates returns, but it is not leadership centric. Team members
will not be motivated or engaged by adept capital allocation, and if a CEO chooses to discuss this esoteric
topic with the squad, they will likely hear crickets and see eyes closed.

Capital allocation smacks of a CEO holed up in their office, sourcing debt and equity and making intellectual
decisions about issuing dividends, repurchasing shares, extinguishing debt, investing in operations, and
pursuing acquisitions. It is fun, cerebral work that can have an outsized impact on a company’s financial
returns. We all know that identical businesses with different capital allocation approaches will have
disparate equity returns. So, we are not suggesting that CEOs shun capital allocation work—we actually
wish they would engage in it more —but it is not a substitute for leadership.

Engaging in programmatic acquisitions, a subset of capital allocation, can be an interesting and compelling
way to grow and build a firm and its equity value. We are curious fans and have written about this strategy
in multiple notes. Despite our enthusiasm, spending time on buying up competitor firms is not a leadership
activity. Once again, it might be an economically rewarding province and fun for the CEO (think
swashbuckling acquisitions), but it is not a form of leadership that will resonate with a company’s foot
soldiers. Shareholders might cheer on this pursuit when it is executed adroitly, but it will neither inspire
nor motivate team members, although they might enjoy being part of a mushrooming organization.

" When we use the term capital allocation, we are broadly referring to the general activities associated with capital
formation and capital allocation and distribution functions. Capital formation tends to lean towards issuing equity
and debt securities. Capital allocation and distribution hinge on what to do with those capital resources and the free
cash flow generated by the firm. Those choices are often investing in operations through sales or capital investments,
pursuing acquisitions, issuing dividends, extinguishing debt, and repurchasing outstanding equity.
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One of the things we like about programmatic acquisitions is the potential high return on time investment.
The CEO, as an individual, can spend some time on sourcing, doing diligence, financing, and closing and,
as if through sorcery, increase earnings by 50%. Alternatively, the same growth might take scores of sales
professionals years to duplicate. So, this strategy can be highly additive, but it is a departure from the daily
rhythm of the company and puts the CEO in more of a mercenary-like role than that of the captain of the
ship. Programmatic acquisitions are fine to consider, but not at the expense of abdicating inherent
leadership duties. Note that programmatic acquisitions will likely benefit tremendously from strong
leadership underpinnings outside of acquisition-oriented work. Building robust and deep teams, truly
understanding the business, having the ability to profile the most attractive and accretive acquisition
suspects, and having vibrant post-acquisition integration processes will all make the programmatic
acquisition strategy more tenable.

Slicing and dicing the capital structure, another capital allocation component, can be mentally engaging and
enjoyable for MBA types, but it is not leadership. CEOs who spend lots of time building wedding cake
capital stacks with complex layers in the pursuit of a lower weighted average cost of capital (WACC) might
be doing useful and beneficial balance sheet work, but it will not feel like leadership to the team. This is a
classic investment banking move that can drive value and reflect a balance sheet point of view, but it is not
a tenable way to lead the living organism that is a company.

We do not want to lead CEOs astray into thinking we are arguing that capital structure is unimportant or
unworthy of CEO time; that is not true. Capital structure is clearly the CEO’s domain in a small firm, and
getting it right is a paramount task that can help set the business up for success. Unfortunately, CEOs
talking to line workers about compressing WACC by a few hundred basis points will result in quizzical
looks and suppressed yawns. CEOs should work diligently on capital issues; they just should not confuse
that with being a leader.

03 Leadership is not being a manager

While search fund entrepreneurs must be managers, they should not think exclusively managing their team
members is identical to being a leader. Although the two functions are intertwined, management scrutinizes
the activities people do and provides constant feedback on progress. When done negatively, managing can
feel like riding or hawking somebody, while leadership is motivating and inspiring. Management often
veers towards controlling, whereas leadership slants in the direction of empowering. When performing
well, managers push forward on day-to-day tasks and activities that are unequivocally necessary to make
an organization move forward and fulfill its customer promises and operational responsibilities. ETA CEOs
must be managers, but that is not leadership.

Using the military as a metaphor, sergeants are primarily managers nudging the troops forward hour by
hour and day by day. Generals and colonels are more focused on leadership activities. CEOs in a small,
search fund-acquired business do not have the luxury of bifurcating all leadership and management roles;
they will continually coexist, even in the same conversation. Despite this, CEOs should not amplify their
management role at the expense of their leadership responsibility. Management might make the machine
work efficiently, but management alone will not plant the seeds for an enduring, growing business over
time.
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04 Leadership is not living in an Excel model or an email program

Leadership is not living in an Excel model. We certainly believe that mathematical analysis is important
when running a business, and we advocate for quantifying decisions. However, CEOs who take refuge in
their office and exclusively view the world through their model are not embracing a leadership role. This
behavior is more like that of a financial analyst or a private equity investor than that of an organizational
leader. We know how satisfying playing with an Excel model can be, changing the projected growth rate
up a few percentage points and magically watching the returns and nominal dollars grow. But that is not
leadership.

Excel is a powerful tool for any leader, but it is just a tool. It allows the CEO to prognosticate and conduct
sensitivity analyses, but it does not generate real-life results — that is only accomplished when the model is
closed and the CEO starts leading and operationalizing. Furthermore, Excel models are associated with
inherent error because they are just a bunch of inputs and assumptions. We often smirk when aspiring
entrepreneurs talk about their models as if they are gospel and inevitable — they are not. Excel models are
directional at best and are only the playbook; leaders need to figure out how to put them into action. Our
simple advice: less Excel, more leadership.

Similar to living in Excel, leadership is not living in an email program. Leaders do not spend their entire
days dispatching and responding to emails —many of which are mundane. We are fans of using email as a
communication channel to thank the team member who solved a vexing problem or congratulate the team
member who scored a big win, but living in email is not leadership.

05 Leadership is not about the CEO’s career or equity value

Leadership is not about the entrepreneur’s career, equity value, or compensation. We know many CEOs
think obsessively about these points, and we understand why, but they are all inwardly focused and about
themselves, none of which is leadership centric. Team members do not care about the CEO’s compensation
or equity value. That is not motivating to them, and it might actually engender resentment. CEOs who
focus on themselves, especially their economics, do not act like leaders. We believe that CEOs should be
fairly compensated for their time, efforts, value-creation results, and leadership, but CEOs who are overly
focused on themselves, their rewards, and their needs are inherently not acting like genuine leaders.

When entrepreneurs (and investors) focus on economics and compensation, we think of that as a value-
claiming exercise —who gets what piece of the pie and the size of the slice. Leaders, on the other hand, are
keenly focused on growing the pie and making more available to all. Of course, CEOs deserve their fair
share, but thinking primarily about their compensation and their promote is very self-centered and the
antithesis of a benevolent leader. The only thing we find more distasteful than CEOs who spin on their
monetary program is those who are plotting their next career move in the midst of running a business. This
usually is talking about and testing the waters for raising an eight-figure investment fund after running an
operating company for three to five years and generating a three to five multiple of invested capital —a move
we jokingly refer to as the 3 x 5 plan. True leaders do the job for which they are paid instead of having one
foot out the door.
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06 Leadership is not investing time into the ETA ecosystem

The ETA ecosystem is an enjoyable community stocked with ambitious and intelligent people. Everybody
has a fascinating story coupled with grand plans. It is one of many reasons why so many talented post-MBA
graduates jump into the pool. It is easy to gravitate towards the many search fund conferences, on-campus
guest roles, and investor summits. While these are all fun, we sometimes wonder why so many sitting CEOs
attend these ETA events. We understand why investors do this: they are hunting for talent. And we know
why aspiring entrepreneurs do: they are chasing money. However, sitting CEOs probably will not get much
out of these events besides the reunion effect and comradery. Sure, there is an opportunity to connect with
investors and board members, and there is a pay-it-forward element, too. Additionally, we suspect at least
some CEOs are drawn to these events for the adulation. All good, but not leadership.

We suggest that sitting CEOs stick to their home base and lead their firms. Perhaps one ETA event per year
is worthwhile to pick up a nugget or two, but with what seems like an event each month, CEOs can easily
over-allocate time to these gatherings and unintentionally shirk their leadership mission. Similarly,
investing time in building a social media presence is not leadership. While it may serve some commercial
purposes, it should be used sparingly and cautiously to avoid the false trap of being an online leader while
neglecting real-world leadership responsibilities.

We can extrapolate this notion by suggesting that too much time spent with investors and board members
or preparing overly slick board decks is also sliding away from leadership. While it can be comforting to
gab with investors and board members, keeping them in the loop does not fulfill the leadership mandate.
Similarly, time spent on polished board slides might feel like a worthwhile investment, but it is not a
leadership activity.

What leadership is

Now that we have articulated what leadership in a search fund company is not, we will attempt to explore
what it is. To help articulate what leadership looks like in a small business, we will discuss a hexad of
elements that we typically see in effective leaders (Figure 3).

Figure 3: Six things leadership is
@ Leadership is establishing an overarching vision and crisp goals—and motivating the team toward them
@ Leadership is instituting, exemplifying, and nurturing values, standards, and culture
@ Leadership is constituting a solid team
@ Leadership is building organizational systems and processes
@ Leadership is doing the right thing

@ Leadership is fun and rewarding (it is also hard and lonely)

01 Leadership is establishing an overarching vision and crisp goals—and motivating the team toward them

One of the most important roles for an ETA CEO trying to be a leader is to establish an overarching vision
(or mission; we will use the terms interchangeably) for the organization and its team members. This act
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determines what the company is trying to be and achieve and where the company is going. It is akin to
looking at a map and deciding where to go. Without a sharply communicated mission, the company is
rudderless and might just be running in place on a treadmill. When the CEO establishes and shares a clear
vision, team members know and understand the plan and what the company is attempting to be and do.
They feel included and engaged. A mission should be achievable and actionable; it can be aspirational but
should not be delusional. A vision is not an internal rate of return (IRR) target, a profit goal, or a margin
target. While those might be worthy metrics, they are not a vision or the underpinnings of leadership. A
vision feels more like a future state. For example, we will be Baltimore’s premier commercial landscaping
provider by providing systematic, scalable services that result in operational excellence and best-in-market
customer service. A mission should be motivating and energizing for team members.

Leaders also articulate clear and concise goals for the troops and the organization. Goals are different from
the previously mentioned vision or mission. While a vision is an overarching direction and North Star,
goals are interim tactical steps; they frame the work that must be done for the team. Goals can be weekly,
monthly, quarterly, or annual bogeys that the team is oriented towards. For example, we will win ten new
customers per month, deliver on time at least 98% of the time, have margins that are 25% or better, and
make one intelligent add-on acquisition each year. Goals are the steppingstones that guide the organization
towards achieving excellence and accomplishing the vision, and the CEO gets to choose them. We think an
organization can only focus on three to five goals concurrently. A laundry list of objectives can be like no
targets at all. Fewer goals can also impose a discipline on what the organization will not do. Small firms
tend to be resource constrained, and CEOs must make trade-off decisions. A tight list of goals can force
focus and encourage activities that are most beneficial and accretive. Accordingly, leaders must select goals
judiciously and must relentlessly communicate and support the stated aspirations.

We believe that leadership in an ETA business is fundamentally about motivating the team towards the
common vision and established objectives. The bedrock of this is passionate communication and coaching,
which we discuss more below. This is typically inspirational in nature, and team members actively choose
to follow with their hearts and minds rather than begrudgingly feign interest. Leadership feels more like a
pull than a push activity. This pull concept can help identify gaps in the team where alignment is absent.
Team members who are not on board should be identified as early as possible. We will discuss this dynamic
in more detail in section three below when we examine team building.

Dynamic leaders paint a future picture that team members buy into and want to be part of. This can often
be very challenging when the image is vastly different from the current state. Furthermore, leaders might
not have a lot of prominent tools and resources at their disposal to make the future state an obvious reality —
and there might be an absence of apparent financial rewards for followers. We like to think of the military,
which rewards its members with medals, ribbons, pageantry, and pomp —not cash. Whatever inspiration
and rewards are available, using them —and making them personal —will help a great deal with motivating
the team.

02 Leadership is instituting, exemplifying, and nurturing values, standards, and culture

Linked with the mission is formulating corporate values that serve as the foundation for communal and
individual behaviors. This is the CEO telling the team how they will act and what activities are and are not
acceptable. Good leaders explicitly write these values and communicate them ceaselessly. These values serve
as guardrails as a company scales and tightly establishes principles and morals. Once again, a value is not
about IRR; instead, a value can be acting financially rationally. Other values might be enthusiastically
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providing systematic, quality customer service or fostering fairness and commitment among team members
in a positive work environment. Some CEOs develop values collaboratively with team members and reach
a consensus on what the values should be. Other CEOs develop values individually and communicate them
to the team. Both approaches are viable in a small company, but the values must reflect what the CEO
believes the company stands for, and that needs to drive accountability and commitment. The key point is
for articulated values to exist that fully align with the CEO’s vision.

Successful leaders initiate organizational standards; a company’s standards are the practical outworking of
its values. These benchmarks can be on a personal or corporate level. It is the leader’s responsibility to set
the norms (written or unwritten) about what constitutes the way the team treats colleagues, customers, and
other constituents. If they speak about pain-in-the-neck customers or how horrible employees are, that will
be the firm’s vernacular, and standards and behaviors will rapidly follow. An organization’s culture is often
a manifestation of the leader’s behaviors. If the leader is kind, it is often a kind culture. If the leader is
intense, it is often an intense culture. If the leader shows up early, other team members usually show up
early. If the leader eats lunch in the office rather than in the kitchen, most of the team will work through
lunch, too.

Similarly, the company will gravitate towards the leader’s priorities. If growth is always on the leader’s lips,
people will prioritize revenue amplification above everything else. When a leader lasers in on customer
service, that will be the beacon. Leaders need to choose their actions carefully. For example, if a leader gets
to the office at 7:00 AM, we assure you many team members will be early arrivers, too. The leader’s
behaviors will trickle down and set yardsticks for everybody else in the organization. If the leader dresses
casually, everybody will likely dress casually. If the leader favors formal business wear, everybody will dress
mirroring that standard.

Small business leadership also includes instituting and fostering a positive and influential culture. ETA
CEOs need to be aware that a culture already exists when they purchase a company. It might be positive,
and it might be destructive, but something is there. CEOs should try to get a bead on the culture before
tinkering too aggressively. Priority should go to observing, listening, and learning before acting.

Although this note is not about culture or how to build one, we will assert that creating the company’s
culture is the CEO’s domain and one of the most important tasks they can focus on. Culture is the entire
system and context in which the company exists. Positive cultures take years to build through thousands of
action steps and can easily be destroyed when the CEO accidentally drops their guard and makes an
inappropriate or insensitive comment. Leaders own culture and think about it consciously and intentionally.
Culture is not something that is outsourced or delegated in a small firm. A healthy culture can help a
distributed workforce behave consistently and make decisions in the field that best reflect the leader and
organization’s priorities and goals.

03 Leadership is constituting a solid team

Triumphant leaders focus on team composition. Culture, vision, goals, and systems will all wobble without
the right people on the team. Great ETA leaders are people focused and think intentionally and deliberately
about attracting, developing, and retaining the right team members. They figure out the correct intellectual
and personal profiles for various positions and how to source these folks for the team. It is challenging and
essential work. Influential leaders face the toilsome task of gracefully exiting the wrong people on the team.
This is a miserable undertaking, but it must be done. And it must be done compassionately, not only for
the person exiting but also for the remaining team members. Tolerating inept players or those who are a
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bad cultural fit is corrosive and resented by the best team members. Leaders continually cultivate the team
and prune destructive people.

Developing, growing, and coaching a team are crucial leadership focuses and involve a great deal of patience.
After all, the organization needs to outgrow a single individual to thrive and become an enduringly valuable
enterprise. This translates into building and nurturing people, often through frequent and one-on-one
coaching. Coaching is ingrained with active listening and the ability to diagnose a situation and decide
whether intervention is appropriate or if it is better to allow a team member to find their own path forward.
Coaching is the scheduled and one-off manifestation of leadership with individuals. It is the special
interaction between the leader and the team member where values are transmitted and entrenched;
individuals have a front-row seat into the leader’s thought process, and team members walk away from the
coaching session motivated, inspired, and ready to exercise a skill or behavior.

Leaders are always looking for and creating chances for team members to take on more responsibility,
harness fresh skills, and grow as professionals and individuals. This form of delegation works best when
leaders teach, provide the right tools, and empower others with trust and confidence. Some of our greatest
joys as leaders have been watching line workers evolve into managers and then vice presidents. It is a truly
tulfilling feeling. There is just one problem: people are idiosyncratic, their progress is not linear, and
undoubtedly, they will trip and outright fail.

What is a leader to do? To grow, people will often first shrink. They might find a new role overwhelming,
a stretch, and too complicated. Leaders need to set safe boundaries and allow people they believe in to
fumble and learn before chastising or giving up on them. This enlightened tolerance is a complex
temperament to tap into for ambitious, often type-A entrepreneurs who seek perfection. However, allowing
team members to go through their awkward adolescence in their growth arc is necessary and must be done
in a protected environment. Remember, this is all an investment for a better tomorrow with a more
substantial, capable group of people. So, leaders need to hold their tongues, pause, breathe, watch the
mistakes unfold without interceding, and allow people to fail safely on their way to blossoming.
Furthermore, when team members trip or fail, that is always a learning opportunity for the individual and
the group. Breakdown is often just a step in the growth flight.

One way to define a company is that it is the sum of its people decisions. Consistent, intelligent ones increase
the odds of success, whereas making the wrong ones or tolerating previous poor decisions undermines the
probabilities.

04 Leadership is building organizational systems and processes

Strong ETA leaders establish organizational systems and processes that allow people to thrive. These are
the platforms that enable people to bloom and grow. So, while talking about systems and processes might
sound tactical and not quite truly leadership, we frame it in a people context and as an architecting act for
the firm.

Systems and processes are how a company does what it does. They allow organizations to scale and are part
of the secret sauce that makes any business unique and special. This is what people often mean when they
refer to infrastructure. It is the combination of software solutions (financial accounting software, customer
relationship management software, enterprise resource planning software, etc.) that facilitate how a
company conducts business. Additionally, it is the set of activities and practices a firm embraces to make
the machine work. For example, how it sets up the warehouse, goes about gathering customers, onboards
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new team members, and engages in training. These are the tracks on which the company rides. The more
robust the systems and processes are, the smoother the ride tends to be.

Although all companies may seek the very best people, the truth is every company has a few stars, and most
of its workforce is capable but average. Systems and processes make people play at their best level, allowing
team members to enter and exit a company gracefully without service disruptions. Think of FedEx or UPS.
They are both organizations with amazing operational systems and processes. We think it is a miracle that
a package can be transported from New Haven, Connecticut, to Hawaii the next day. When that happens,
it is because the company is not exclusively people-dependent but system- and process-dependent. Of
course, people matter, but superb systems and processes tolerate C players, which every organization
harbors, and allow them to be an acceptable and functioning part of the team. Leaders create this operational
context that enables team members to do their jobs well and thrive.

05 Leadership is doing the right thing

Leadership in a search fund-acquired business is centered on doing the right things all the time. This means
doing right by customers, team members, shareholders, vendors, and others. Leaders are aware that they
do not have all the answers and act with humility and not hubris. They are not focused on being right;
rather, they are committed to doing the right thing after they have collected all of the relevant data, solicited
their team’s informed perspective, and weighed the relative trade-offs amongst constituents. Leaders are
often the last to chime in during a conversation to avoid swaying or influencing the dialog’s direction. They
are aware that they speak through a megaphone, and no matter what the culture, it is often very difficult
for a team member to disagree with the CEO, especially in a group. Ideally, leaders create a context where
vigorous debate is the norm and ideas are respectfully challenged using coherent analysis and data—
individuals are never assailed.

We assure CEOs that doing the right thing will sometimes be extremely painful or expensive, but the very
best leaders do not waver; they do what is right—always. Sometimes, leaders will have to make the hard
right decision as opposed to the easy wrong decision. Leaders must be willing to make an unpopular
decision for the good of the company, even if it means upsetting some people. They resist the temptation
to do what is expedient and take the right course even when no one would know otherwise. These leaders
are programmed internally to adhere to a moral code and standard that allows for only one choice —the
right choice—no matter the consequences. This decision-making pattern is driven by the standards they
have set, the vision they have articulated, and the corporate values they have espoused. These leaders ooze
integrity and command respect and admiration because of their fortitude.

Furthermore, their personality and inner compass push them to do what is right. They treat other people
exactly how they themselves would like to be treated, while reading the situation and understanding where
the team member might be coming from and what their needs might be. We know that always doing the
right thing can be trying in the short term, but the more leaders adhere to this behavior, the easier it is, and
although we never know when the dividends from this tack will be paid, we are positive they will be paid.

06 Leadership is fun and rewarding (it is also hard and lonely)

Leadership is arduous work. Persuading team members to buy into a vision, culture, and series of goals is
difficult— especially if the team is cynical and has been burned by previous disingenuous leaders. Leadership
is also very lonely and isolating. There are always weighty decisions to be made, and there never seems to
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be ample time or information. Unlike an MBA business school classroom discussion, most leadership
conundrums are not neatly solved in eighty minutes.

As we hinted earlier, leadership can be amorphous; at times, the CEO can feel like they cannot get their
arms around the function. Nobody on the team sees the field in its entirety like the leader, and when things
do not go well, the leader must look in the mirror and confront the problem — themselves. It is humbling
when an initiative flounders and the CEO must admit it was their fault. Furthermore, this is inevitable.
Even the most spectacular leaders know the bitter sting of a collapse.

However, it is important to remember that leadership is also fun and rewarding. It is noble work to move
groups of people towards a worthy common destination. When it works successfully, it is a magical and
enduringly satisfying experience. Witnessing a firm accomplish something no individual could have
achieved is a marvelous feeling and a sincere entrepreneurial joy. Seeing goals achieved and setting new
industry standards is deeply gratifying. Being a leader when things are clicking is truly remarkable and one
of the very best parts of the ETA CEO experience. CEOs should pursue this opportunity as enthusiastically
as they do monetary windfalls. We discuss the topic of leadership satisfaction in more detail in our case note
Exploring Search Fund Entrepreneurship Using Maslow’s Hierarchy of Needs as a Framework.

CEO behaviors that embody leadership

We have argued why leadership is so vital in a search fund foray, what leadership is not, and what leadership
is. However, we have not provided any clues on how fledgling ETA CEOs can actually be flourishing
leaders. We first want to emphasize that anybody can be a noteworthy leader. San Mateo, California-based
investment firm Anacapa Partners has collected profiles (Caliper personality assessment) on 150+ portfolio

searcher-CEOs and found there is no one profile that consistently aligns with the top performers.

There is no special invitation to a leaders’ club, and nobody is anointed a leader. CEOs enjoy the benefit of
the title and the bully pulpit, but they must earn their leadership stripes. ETA leaders come in all shapes
and molds. There is no single demographic profile of what a leader looks like or is. Women and men thrive
equally as ETA CEO leaders, and people of all different colors can excel or flop as leaders, too.

Furthermore, leaders can have both pedigreed educational backgrounds and degrees from the school of
hard knocks. Neither ensures success or failure. Similarly, some leaders enjoyed privileged socioeconomic
upbringings, and others have roots from the wrong side of the tracks. It does not matter. Both provide
pathways to vibrant leadership based on behaviors, demeanor, and actions.

Leadership is not a one-size-fits-all affair. Different leaders embrace different styles. Some are softspoken
introverts saturated with focus and integrity; others are vociferous and fill the room with a larger-than-life
Barnumesque personality. There are as many ways to be a leader as there are leaders in the ETA ecosystem.
We encourage CEOs to find their authentic leadership voice and resist the temptation to ape somebody
else’s leadership moves. It will feel awkward and disingenuous for both the CEO and the team members.

Leadership is a never-ending pilgrimage. The very best leaders are continuously evolving and refining their
leadership manner and approach. They likely zealously read leadership books and articles and seek out
coaches and mentors to help them continue to develop. Perhaps they engage executive coaches for honest
and unvarnished feedback (the kind that can be painful but needs to be heard). Tremendous leaders are
self-aware and introspective. They think consciously about their leadership abilities, where things are
working, and where they are off course. Leadership is a perpetual practice that is constantly growing.
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In this section, we will review a sixsome of leadership behaviors we see in common among ETA CEOs
(Figure 4). While we do not assert this list is comprehensive, we believe these are some of the most
necessary behaviors that help ETA CEOs find their leadership footing and evolve into genuine and
impactful leaders.

Figure 4: Six CEO behaviors that embody leadership

@ Connecting with team members and demonstrating that the leader genuinely cares

@ Communicating relentlessly

@ Exhibiting an optimistic bias grounded in reality

@ Attributing success to others and failure to themselves

@ Walking the talk

@ Teaching and nurturing team members’ growth

01 Connecting with team members and demonstrating that the leader genuinely cares

We cannot think of a more fundamental leadership behavior than connecting with people in a likable and
affable manner. People will not follow someone they do not know or do not have a connection with, and it
is even harder for them to follow someone they detest. Successful ETA leaders do not hibernate in their
offices on the phone or hunched over their laptops working on a projected waterfall. They are out on the
shop floor connecting with team members. They host manager lunches to discuss what is going well and
what is flagging. They stroll the call center daily and say hello to people in a cheery, uplifting, and caring
manner. They visit customers and host customer focus groups—and share those stories with team
members. They join sales professionals on key prospect pitches. Leaders are part of the company’s daily
flow. They know people by name and are quick to ask how the project is progressing and how their
daughter’s track meet went. They are deeply and genuinely engaged with the team; they are not aloof,
absentee puppeteers. We think it is difficult to authentically connect and build relationships with people
from afar. We favor the old-fashioned way of showing up in person every day.

While the above sounds like classic extrovert behavior, introverts thrive as CEOs, too. In fact, even though
interacting with team members is a fundamental leadership activity, potent leaders also need to break away
and find solitary time for deep work and isolated reflection. Leaders are not exclusively gadabouts, and they
are not solely hermits either. They strike a balance and find time on their calendars for both.

Not only do they make a point of connecting with their team members, but successful leaders also genuinely
care about their people. They are invested in their team members’ professional and personal lives. They
know when someone has done something well in the organization and take the time for a thoughtful phone
call, email, or, better yet, handwritten note. They enthusiastically recognize and celebrate their team
members’ successes and lift them up emotionally. Many people crave recognition, and it can be a huge
motivating force. This tone can coexist with being demanding and setting high expectations. Caring leaders
know about their team members’ personal lives and ask about sick parents, children’s exploits, and their
hobbies and interests. This implies that CEOs know team members’ names and something about them.
They are appreciative and gracious and make team members of all ranks feel at ease and valued. They are
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not above anybody and are approachable, patient, and happy to listen to the tall-tale fishing story. They
care, deeply, and they show it.

When an organization scales, knowing everybody’s name and facts about them is harder. Good leaders
develop a system to facilitate this. A names and pictures directory with fast facts can help, or a simple
spreadsheet can do the trick. The CEO can also have people in the organization feed them information they
need to be aware of. However they glean and manage the information, it is the CEO’s responsibility to do
it well.

02 Communicating relentlessly

A large part of a successful CEO’s role is communicating tirelessly with various constituents, but mostly
with team members. We think this is such a central theme that we drilled into it in our note On the Nature
of CEO Communication Patterns in a Small Business. Some communication will be one-on-one, some in

small groups, and some in large, town-hall-like settings. Communication can be written (we are huge fans
of the monthly CEO letter to the team documenting the wins and losses and highlighting team member
heroes who excelled and lived the values) or in video or audio format. Sometimes, CEOs will feel like a
broken record, saying the same thing over and over. If a CEO feels that way, they are probably only halfway
there. People need to hear the identical message repeatedly over long periods for the CEO even to hope it is
seeping in. Over-communication drives alignment on vision, values, and goals and reinforces culture.
Leaders are not shy about saying the same thing repeatedly.

When communicating, the CEO should remember it is not about them at all; it is about the vision, the
values, the goals, and the team. If the CEO wants these fuzzy concepts to mean something, they must be
repeated persistently. When interacting with team members in small groups and one-on-one, this is an
excellent time for the CEO to also listen and learn. News flash: leaders do not have all the answers and can
learn from subordinates. We love to ask questions: How is your job going? What resources do you need to
make your job easier? How can the company better support you? Where are we tripping on our values? Are
there any safety concerns I should know about? How can I help you? The CEO’s questions will send
powerful signals about what they care about and what matters most.

03 Exhibiting an optimistic bias grounded in reality

Leaders and CEOs set the tone in a small business. If they are down and pessimistic, that negative energy
will permeate the organization and take everybody lower. Successful CEOs are unfailingly optimistic and
forward oriented; no wallowing is allowed. They do not dwell on the past or get mired in obstacles that can
feel like quicksand. They acknowledge and recognize challenges but also deliver solutions and tenable ways
to surmount hurdles. They exude enthusiasm and positivity about the vision, culture, values, and
opportunities ahead. Great leaders are not delusional or Pollyannaish; they are grounded in reality, and
their optimism is tempered and tethered to the company’s truths. But make no mistake, they are sanguine
and prepared to deal with the inevitable daily hurdles. Directionally, leaders provide energy, enthusiasm,
and confidence. They do not take and drain from others; they give to others, and people walk away feeling
better and slightly more hopeful. Leaders are the personification of poise and consistency. They are largely
unflappable.

We acknowledge that no leader is perpetually filled with sunshine and that every leader will periodically
need a venue to carp. That is what executive coaches, MBA friends, board members, and peer-to-peer
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networking groups like the Young Presidents’ Organization are for. Leaders do not vent to their team
members.

Dynamic leaders are realistic in their efforts. Although we encourage ETA CEOs forward in their pursuit of
Herculean tasks, we caution them against being myopic. Leading a small, quirky business is hard, and it
will be filled with challenges and disappointment. CEOs will invest endless hours into people in training,
coaching, and promotional opportunities, only to have someone quit without providing any notice or
explanation. Team members will lie, cheat, and steal after the leader has personally helped them with auto
challenges, absent childcare, and the compulsory financial problems.

Unfortunately, this just comes with the territory of small business ownership and leadership. It is
unavoidable, and while CEOs will feel emotionally deflated when it happens, they need to trudge forward
with a smile on their face and a song in their heart. These setbacks are inescapable, and leaders must not
take them personally. The best way to handle the situation is to be realistic, be prepared, and move on—
that is what leaders do—they do not dwell; they keep plowing ahead.

04 Attributing success to others and failure to themselves

Positive leaders wear Teflon when it comes to the company’s triumphs—nothing sticks to them. They
deflect to others—the team, an individual other than themselves, serendipity, the system and program
prevailing, but not themselves.® They are self-deprecating in victory, and it is never about them. It is about
the vision, the culture, the values, and, of course, the team members. No matter what the CEO’s role was
in the win, no matter how big, achievement is never theirs alone. They are humble and courteous to
everybody else who contributed to the conquest. Once team members sense it is about the CEO and not the
team, they will begin to mentally check out and realize this is the CEO’s show, and all the warm, gauzy
words are empty and hollow. Despite this outwardly humble orientation, leaders are high performers and
closers. They win customers, land the key new team member, and negotiate the lower rate with the
hardnosed vendor. They are winners who, more often than not, have a Midas touch.

As leaders wear Teflon in triumph, they don Velcro in failure, and everything sticks to them. The first thing
true leaders do when something breaks, fails, or implodes is look in the mirror. They ask themselves what
they did wrong and where they failed as the captain. They do not assign blame to others or stomp about
angrily assailing their subordinates; they methodically and unemotionally admit they flunked.” Rational
postmortem diagnosis can include whether we had the right resources, whether we had enough people or
the right people, whether we set clear expectations, whether training was adequate, whether we were
realistic, and certainly, what did I do wrong. For egocentric CEOs, this is the one time it gets to be all about
themselves. This does not imply team members do not have individual accountability for what they do
wrong; they do. However, leaders are eager to own the process that engendered the failure and try to
prevent its repetition.

05 Walking the talk

Vibrant leaders must be the personal manifestation of the company’s culture, values, mission, strategy, and
goals. All of the talk is meaningless and gibberish if the CEO does not project the words into actions; they
must walk the talk and set the example. This might sound easy enough, but the true leader can never let
their guard down. Every word and gesture must be intentional and measured because the slightest
inconsistency will be magnified and reveal disingenuousness. Customers cannot be spoken about
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disparagingly, no matter how abusive and demanding they are. Eyes cannot be rolled at the most ridiculous
team member requests, and ranting and raving when the ship is leaking is pointless and counterproductive.
CEOs and leaders are human and vulnerable, and maintaining constraints can be quite challenging.

The leader needs to live the corporate values all the time. They need to discuss them at every meeting,
celebrate the team members who are putting the values into action, and be honest about when they are
being missed. Most of all, the CEO’s actions need to display the values. If managing expenses is a value, the
CEO better not fly first class. If customer service excellence is a value, the CEO better discuss that
unceasingly and put resources and people behind the initiative. The leader is the standard bearer in both
actions and words. Finally, the CEO’s promises and words must be bankable. If the CEO says something,
they must deliver. If the team cannot implicitly trust and count on the leader, the CEO is fighting a battle
that will likely be lost.

Even with the CEO moniker, entrepreneurs must earn their leadership status through their words and
actions. In every company, there are likely to be very important leaders who do not have fancy titles, an elite
education, or the highest pay. What they do have is a history in the firm, a capability of getting things done,
and a presence that earns respect from others. They might never hold a formal leadership position; however,
everybody knows who they are and what their role is, and people turn to them for guidance and direction.
These are genuine leaders who need to be cultivated and won over. Without their support and confidence,
the CEO will lose at least part of the group. At best, these unofficial leaders and their followers will go
through the motions; at worst, they will leave. Walking the talk is how CEOs win the confidence and loyalty
of these necessary allies.

06 Teaching and nurturing team members’ growth

Two of the three authors of this note were CEOs before leaping into academia, and all of us find great
delight in mentoring and coaching burgeoning entrepreneurs and CEOs. On the surface, being a CEO and
being an instructor sound like wildly different tracks — they are not. Leadership in a small business channels
many teaching behaviors and characteristics (and your two CEO cum teaching authors found the jump
relatively easy). Leaders show people how to do things; they ask lots of questions to gather information,
guide the quizzee to a desired conclusion, and share information. This teaching style is done in the vein of
gently persuading the listener towards a course of action, politely cajoling, and guiding towards a common
direction. It feels like subtle coaching and a tutorial. If the ETA leader barks orders gruffly, they are doing
it wrong. CEOs acting as teachers try to be inspirational (it is hard) and act as motivators-in-chief. They
are trying to make a ragtag group of musicians sound more like a symphony orchestra. Embedded in this
method of teaching are generous praise, patience, repetition, encouragement, and even imagination. The
leader’s words matter as much as their actions, and the results can be potent when the two are firing in
unison.

We think of this leadership teaching style as conversational and seminar-like. It is not a droning lecture
where the leader issues a tidal wave of information to the recipient. That could be alienating, but engaged
CEO teaching can be stirring and stimulating.

Leadership models to consider

Leadership is unique for every person. There is no one right way to approach it, and CEOs will change their
leadership styles as they age, develop, and evolve their company. Despite this, it can be helpful to look at

17 EXPLORING THE CEO’S LEADERSHIP ROLE IN A SEARCH FUND—ACQUIRED SMALL BUSINESS



Yale scHOOL OF MANAGEMENT

other leaders, adopt appealing characteristics, and reject others that do not fit. Additionally, aspiring leaders
can look to leadership frameworks and models as ways to think about and construct their leadership
expedition. We will share two leadership models that have especially resonated with us, and we encourage
ETA CEOs to at least learn about and consider them. To be clear, this is not our intellectual work; we are
just offering a précis with some commentary. We strongly suggest readers consult the primary sources for
a more complete examination and exploration. In addition to the two models we will discuss in some detail,
we enjoy The 15 Commitments of Conscious Leadership construct for leadership and encourage aspiring
leaders to review its tenets.

Level 5 Leadership

Former Stanford Graduate School of Business professor Jim Collins is a management and leadership guru.
He is a prolific author and speaker and has shaped a generation of business leaders. We are fans of Collins’
practical ideas and work in general and of his Level 5 Leadership model in particular.

In a 2001 Harvard Business Review article, Collins introduced the notion of a Level 5 leader based on his
research work. Collins asserts in the article that “Level 5 leaders blend the paradoxical combination of deep
personal humility combined with intense professional will.”® These leaders are determinedly focused on
performance and achievement for the company and group, but not themselves. They credit others for
success and quickly own failure alone. They are focused on standards and act purposefully and calmly; they
are the opposite of the charismatic and often clichéd central-casting leader. These leaders are mild-
mannered and even quirky. However, in Collins’s study, Level 5 leaders shepherded organizations to
sustained and outsized performance over their peer groups —with stock returns at least three times greater
than the entire market for 15 years after a major transition period.’

Collins depicts Level 5 leadership as a ladder to climb in an individual’s professional development (Figure
5). Highly competent individuals, team players, or even most leaders are not Level 5 leaders. In Collins’s
study of 1,435 companies appearing on the Fortune 500 list from 1965 to 1995, only 11 CEOs and
companies met the criteria of shifting from good to great and being led by a Level 5 leader. Level 5
leadership is rare and difficult to achieve, and truthfully, it might be more than most ETA CEOs can expect.
However, search fund entrepreneurs can familiarize themselves with the Level 5 concept and work on
moving from a star individual to a leader who builds greatness through humility and will.
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Figure 5: Level 5 leadership framework

Builds enduring greatness through a paradoxical combination
of personal humility plus professional will.

Catalyzes commitment to a vigorous pursuit of a clear
and compelling vision; stimulates the group to high
performance standards.

Organizes people and resources toward the
effective and efficient pursuit of
predetermined objectives.

Contributes to the achievement of group
objectives; works effectively with others
in a group setting.

Level 2
Contributing Team Member

Makes productive contributions
through talent, knowledge, skills,
and good work habits.

Level 1
Highly Capable Individual

Source: Reproduced from Collins, Jim. Level 5 Leadership: The Triumph of Humility and Fierce Resolve, January 1, 2001.
Harvard Business Review. HO1981.

This model appeals to us because leadership is focused on others. It is about the team and not the individual
CEO. Victory is communally shared, and failure is held by the CEO alone. It is a beneficent way of thinking
about leadership in a world where many CEOs are overtly all about themselves and are bigger-than-life,
media-type personalities. That is the opposite of Level 5, which is rooted in steely focus and determination,
humility, and even diffidence. Level 5s are individually modest but outrageously ambitious regarding the
organization. They harness their lofty goals for the group, not themselves. Level 5s are fiercely determined
and confident in their resolve. The essence of Level 5 is the enigma of humility and will coexisting in the
leader but being channeled in different directions (Figure 6). Humility is inward, and will is outward. We
hope ETA CEOs embrace a Level 5 lens and realize it is not about them alone. They are not the omnipotent
savior. It is always about the team and what the team can do together. Grandiose plans are okay for the
group; self-aggrandizement is never appropriate. Leadership is not crafting a curated social media presence
like many start-up CEOs. Leadership is crafting and curating a special culture based on standards and an
unshakable desire for the team to prevail — together.
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Figure 6: Personal humility and professional will explained

Demonstrates a compelling modesty,
shunning public adulation; never boastful

Creates superb results, a clear catalyst in
the transition from good to great

Demonstrates an unwavering resolve to do
whatever must be done to produce the
best long-term results, no matter how
difficult

Acts with quiet, calm determination; relies
principally on inspired standards, not .

inspiring charisma, to motivate

Personal

Humility

Professional

Channels ambition into the company, not

the self; sets up successors for even more
greatness in the next generation

Sets the standard of building an enduring
great company; will settle for nothing else

Looks in the mirror, not out the window, Looks out the window, not in the mirror,
to apportion responsibility for poor to apportion credit for the success of the
results, never blaming other people, company - to other people, external

external factors, or bad luck factors, and good luck

Source: Reproduced from Collins, Jim. Level 5 Leadership: The Triumph of Humility and Fierce Resolve, January 1, 2001.
Harvard Business Review. HO1981.

Servant Leadership

Robert K. Greenleaf was an executive at AT&T who, in 1970, authored an essay entitled The Servant As
Leader.*® Greenleaf’s model flips the traditional notion of being a leader in which others serve the leader to
one where the leader serves others. Servant leaders first seek to serve and genuinely care about the
individuals they are serving and leading. This is in contrast to traditional leadership models, where many
leaders seek first to lead, accumulate power, and enrich themselves with less regard for the communities

they lead.

Servant leaders are focused on fostering the growth of the individuals they serve and lead. They are focused
on their needs and development. Servant leaders embrace listening, empathy, stewardship, community
building, and guiding. Too often, CEOs, including ETA CEOs, view leadership as a way to achieve their
own needs and goals (earned equity and wealth accumulation). While we understand those goals, they are
just outcomes, and a bull-in-a-china-shop leadership style might manage to muscle those results. However,
a servant leadership approach could better align the team and build a more sustainable and tenable
organization.

We encourage search fund leaders to examine and embrace servant leadership. People are the conduit
through which results are achieved, and if leaders do not heed their needs and cultivate their development
and trust, progress will be short-term in nature and illusory. Leaders might hold power but need to hold
and exercise it gently. When they put their team’s needs above their own, they are likely on the path to
building a sustainable organization. In the military, it is commonly accepted that generals eat last. Although
we do not know if this is literally true, it paints an image of the enlisted ranks eating before their superiors.
This is servant leadership in action. Of course, generals are vastly more powerful than privates. However,
the privates are doing the organization’s important work, and they eat before the generals. In other words,
generals serve privates.
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A mini-profile: leadership in action

Kalil Diaz (Yale School of Management 2014) is the CEO of Dominican Republic-based
CCD Contact Centers. Diaz acquired CCD through a search fund in 2016 as the
Dominican Republic’s (DR) and Yale’s first searcher. CCD provides inbound medical

appointment scheduling services with a specialization in the radiological space. With time

and experience, Diaz became comfortable in the CEO role and blossomed. He proved himself
to be a successful leader and shaped CCD into an enterprise that reflects his vision and values. CCD has
grown from $4.0 million in revenue to $25.3 million, representing a 30% compound annual growth rate

over seven years. Furthermore, EBITDA has swelled from $700,000 to $7.0 million in the same period, a

38% compound annual growth rate. Diaz estimates that the equity value of CCD has grown from $6.3

million to $60.0 million, a 38% compound annual growth rate. CCD had 260 people when he purchased

the firm. Today, the company employs 1,290 people —an increase of more than 1,000 jobs. Diaz is nothing

short of an entrepreneurial and leadership rockstar.

The great part of being a search fund company’s CEO is that you grow with the company.
At first, you confuse management, financial projections, and KPIs with leadership. As you
get a few bruises and learn from mistakes, you can improve your leadership skills, and then
the overall impact on bottom-line results follows.

Leadership at CCD has been about “them” and not “me.” It’s about articulating a purpose
statement that is far beyond any one person. It has to come from a deep place. It has to
come from one’s core values. If you can take your core values and make them the company
values, then you walk the walk as a leader. Values have been the glue at CCD. The self-
policing nature of culture will reward the good behaviors (and people) and naturally expel
those not living by the established values. Leadership gets augmented once the core
foundation of values is set.

One of our values is Make CCD Yours. I emphasize this to willfully showcase that this is
their company, and I encourage them to bring their color and personality and feel proud to
be here. It encourages them to feel love for the company and help make it better. “It’s your
home,” I say. “You spend a lot of time here, and I want you to make it your own. You can
proactively make it a better place, and my team and I are all ears. I am just one Slack
message away.” Then, when the company goes through harder times, the team goes the
extra mile (or two or three).

Leadership is like pointing towards a faraway mountain that is close enough to be seen
clearly but far enough away that it creates a slight sense of energy around whether it’s too
ambitious. As a leader, you need to find the right enablers to march the team towards that
peak. This approach led me to announce Vision 1,000. This was a clear goal to reach
1,000+ specialists (at the time, we were 500). It was daunting, and we charged hard.
There were moments of doubt about whether we would ever get there, and we experienced
some setbacks along the way.
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Vision 1,000 meant many things to many people, but the goal was clear. To some, it was
about hypergrowth and learning. To others, it was about winning and becoming the
number-one specialized business process outsourcing firm in the country. To others, it was
about impact and creating 500+ new jobs in the country.

Vision 1,000 took longer to achieve than I originally had thought. I had to spin these
challenges from “not getting to the goal in time” towards our “grit and underdog mindset.”
When we did finally achieve it in 2023, we celebrated our tenacity and perseverance.
Leadership is about having your team grow and having a broader impact. It’s about
retaining your A players and enabling and creating A players who just need a positive
environment to thrive.

You can’t touch leadership. But leadership can be felt. If your employees think you are all
in, feel that it’s about them and not you, and feel that their work matters— they will give
you their all. Leadership is at its highest when purpose is at its highest. That’s why so many
great leaders emerge in times of peril. A search CEO has the opportunity to map outa quest
for an impactful future and recruit those who are up for a daunting but rewarding path.
They can influence how and where the company goes. Leadership and service go hand in
hand. I can’t think of good leadership without a servant mindset. Leadership is a privilege
and responsibility.

Conclusion

ETA and search funds are principally about leadership. The genesis of search funds was about operating,
growing, and leading a company. Although search funds today might feel more like mini buyouts focusing
on private equity and investment banking skills, the ecosystem would be well served to reorient and
encourage sitting CEOs to embrace and concentrate on leadership. This would benefit all businesses
regardless of holding periods, but it would certainly advantage CEOs who intend to operate for more
extended periods in which leadership is rewarded even more and dealmaking skills are not as crucial.

Leadership is consequential when serving as a CEO in a small business. It is a privilege, noble, and a
wonderful opportunity to make a positive personal and economic impact. It is the exact mission of most
elite. MBA programs. Leadership is the catalyst for positive change when entrepreneurs acquire
undermanaged businesses. It is the differentiating factor that separates mediocrity from excellence.

While many ETA skills like capital allocation, programmatic acquisitions, and closing a deal are relevant,
they are not emblematic of leadership. CEOs need to focus on these activities but cannot think they are
substitutes for vibrant leadership. Leadership is articulating a vision and goals. It is motivating the team
towards a common direction and cultivating and nurturing a positive culture. Leadership can be an
incredibly fun and rewarding act; concurrently, it can be awfully hard and lonely.

Learning to be aleader takes time, but everybody is capable of becoming a leader. To evolve into a successful
leader, we suggest focusing on leadership behaviors like connecting with team members, doing the right
thing, and exhibiting relentless optimism while remaining grounded in reality. Sharing victory and owning
failure will go a long way in a leadership trek.

We will close by simply reiterating that leadership is not about you. It is about everybody else. While in
your CEO role, if you think it is all about you, your needs, your equity, your power, your career, and your

22 EXPLORING THE CEO’S LEADERSHIP ROLE IN A SEARCH FUND—ACQUIRED SMALL BUSINESS




Yale scHOOL OF MANAGEMENT

ego—you are off track and thinking about it wrong. As a leader, if you are focused on everybody else,
especially team members, you are inching in the right direction. Embrace humility, be fiercely determined,
and serve—it is an honor and a gift.

We wish you good luck in your leadership quest. Find your voice and the style that works for you. We are
rooting for your economic success, but more significantly, we wish for your good fortune as a leader. You
can shape the future. You matter and can make a difference in people’s lives and an organization’s direction.
Grasp the possibilities and make them realities. Be patient as you grow into your leadership comfort zone,
and remember, if we could do it, you absolutely can, too!
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Applegate, Lynda M. Leading High-Growth Ventures, June 30, 2015. Harvard Business Publishing.
8082.

Bennis, Warren G., and Robert J. Thomas. “Crucibles of Leadership,” September 2002. Harvard
Business Review. RO209B.

Bennis, Warren. On Becoming a Leader: The Leadership Classic. Boulder, Basic Books, 2009.
Bernstein, Ethan S. Leading Teams, September 1, 2016. Harvard Business Publishing. 8306.

Bernstein, Ethan. Leadership and Teaming, August 4, 2015. Harvard Business Publishing. 414-
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Clawson, James, G. Leadership Theories, December 1999. Darden Business Publishing. UV3051.
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Stein, Guido. The Roots of Leadership, October 2013. Harvard Business Publishing. IES387.
Ulrich, David. What is Leadership? February 2007. Michigan Ross School of Business.

Young, Davis W. Note On Leadership, 2015. The Crimson Press Curriculum Center, Harvard
Business Publishing. TCG329.

Young, Davis W. The Seven Leadership Levers Used by Successful Managers, May 2017. The Crimson
Press Curriculum Center, Harvard Business Publishing. TCG331.
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